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AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS, 666 FIFTH AVE., NEW YORK, N.Y. 10019
Vol. II, No. 4

Accounting
of issuing
dustry and
be held in
25-27.

June 4, 1969

for Business Combinations Has Top APB Priority: With the objective
an Opinion by the end of the year, the APB is seeking views of in
other groups to serve as the basis for an invitational symposium to
New York, June 17. Results will be discussed at Board meeting, June

Some 16 participating organizations are expected to reply to point out
lines on pooling of interests, purchase accounting, disclosure and presentation
prepared by subcommittee chairman George Watt.

Basic issue is whether Board should decide that all business combinations
be accounted for by a single method, or whether differing circumstances indicate
that two or more methods should be acceptable.
(Existing literature supports
both purchase and pooling and a third method — the new entity method — is
proposed in Accounting Research Studies Nos. 5 and 10 for certain combinations.)
If the Board decides that more than one method is acceptable, criteria
would be established to determine the circumstances under which each method is
appropriate.
Opinion will cover accounting for goodwill because cash transac
tions, at least, would be considered as purchases and the difference between
the total price and the amounts attributable to the assets would have to be
accounted for.
Reaction to ARS #10 (Goodwill): A preliminary analysis of the first group of
50 comment letters received on the research study (ARA Newsletter Aug. 27, Nov.
12, 1968) indicated a wide range of opinions on the study.
Almost all the
respondents favored restrictions on pooling of interests.
About one-third
advocated the elimination of this concept or implied support of the study rec
ommendations including "new entity" accounting for some combinations.
Only
4 replies indicated unqualified support of poolings, with the remainder sugges
ting certain specific criteria under which it might be appropriate.
Views
on what these criteria might be, however, differed widely.

About two-thirds of the respondents disagreed with the study recommenda
tion that goodwill be deducted from stockholders’ equity at the date of acquisi
tion.
They favored recognizing it as an asset.
Among this group most supported
amortization, but over varying periods of time.
Medicare Audit Guide:
Committee on Health Care Institutions approved at its
May meeting revisions to proposed Guide (ARA Newsletter, Jan. 17, 1969) based
on exposure comments.
The audit approach described in the Guide relates to
procedures applicable to a special report, rather than to an opinion on fairness
of financial statements.
It covers internal control, cost statements, expenses,
patient and other revenues, balance sheet accounts, and cost finding statistics.
Forms of auditor's report under various circumstances are also illustrated.
Publication is expected in the fall.
(continued)

Statement on Discovery of Pre-Existing Facts:
Committee on Auditing Procedures
has approved draft statement on Subsequent Discovery of Facts Existing Prior to
the Auditor’s Report for exposure to Council, state societies, government agen
cies and stock exchanges for comment. Limited number of copies are available
to ARA members.
Write Joseph Bencivenga, manager, auditing procedure.
Purpose of proposed statement is to establish general recommendations on
procedures for auditor who, after issuing his report becomes aware of facts
existing prior to that date, which if known to him at the time might have re
sulted in a different report.

Essentially, the procedures to be followed by the auditor would include:

...Determine whether information is reliable and if action should be taken to
prevent further reliance on his report.
...Advise client in such cases to make appropriate disclosure to persons known
to be or likely to be relying on the financial statements and related report.
If financial effect can be promptly determined, revised statements and re
port should be issued.
Or, if subsequent period statements and auditor’s re
port are imminent, appropriate disclosure can be made in such statements.

If prolonged investigation is necessary to determine effect, client should
notify third parties that the financial statements should not be relied upon
and that revised statements and report will be issued. Where applicable, client
should discuss with stock exchanges, SEC, or other appropriate agency measures
to be taken.

...If client has not made suitable disclosures, auditor should notify each member
of the board of directors and determine what additional notifications should be
made to prevent future reliance on his report.
Possible recipients might be per
sons known to the auditor as relying on the statements, and those regulatory
agencies having jurisdiction over the client.
The statement suggests that the auditor consult legal counsel before he
undertakes notification of persons other than the client.
Pending revisions
by the committee to comments on the exposure draft, publication is expected in
the fall.

Restatements for General Price-Level Changes: APB is expected to act at its
June meeting on a statement recommending that supplementary general price-level
financial statements be presented on a voluntary basis.
Proposed statement suggests that this information be disclosed in addi
tion to historical-dollar statements because it provides additional basis for
determining resource allocation and tax policies.
General guidance on prepara
tion and presentation would be included.
If approved, statement would follow key recommendation of Accounting Re
search Study No. 6, which seemed to be supported by subsequent field test (See
Journal of Accountancy, June ’69). Test showed significant differences after
restatement, which varied widely among companies and even between years for the
same company.
Of 18 participating companies, 15 had a difference of more than
10 per cent in net income during 1966 and 1967 when inflation rate was only 2.7
and 3.0 per cent.

